
As required by Indiana Code 4-12-1-12(a), the State Budget Agency hereby transmits to
Governor Mitchell E. Daniels, Auditor of the State Tim Berry, and the Indiana General
Assembly the following report on the appropriations made during the 2011 regular session of the
Indiana General Assembly.

Summary

This budget is structurally balanced in FY 2012 and FY 2013, meaning that recurring, annual
revenues exceed recurring, annual expenditures in each year of the biennium. It does not rely
upon any stimulus funds, nor does it employ any gimmicks to achieve structural balance.
Pension obligations are fully met and the Medicaid forecast is fully funded. This budget
increases funding in key areas such as K-12 education, student financial aid, Medicaid and
pensions, while reducing General Fund appropriations for most executive branch agencies by
15% compared to FY 2011 appropriations. As a result, the state’s combined balances are
projected to exceed one billion dollars at the close of the biennium. In addition, this budget
includes no tax increases. Instead, the corporate tax rate is reduced from 8.5% to 6.5% over a
four year period while closing a variety of tax loopholes.

This budget incorporates performance metrics and results as agencies formulated their budget
requests. The result is a budget that more closely aligns budgeted appropriations to outcomes. It
also eliminates funding for more than a dozen underperforming programs, and reduces funding
for dozens of other programs that have not demonstrated adequate results.

Appropriations

The total General Fund appropriations made by the 2011 regular session of the Indiana General
Assembly are $14.0 billion for FY 2012 and $14.3 billion for FY 2013, compared to $14.5
billion for FY 2009. FY 2010 and FY 2011 General Fund appropriations were artificially lower
as a result of American Recovery and Reinvestment Act (ARRA) funds being available during
that time period. General Fund appropriations decline by 0.9% in FY 2012, and then increase by
2.4% in FY 2013. The decline from FY 2011 to FY 2012 is actually greater (nearly 3%), as FY
2011 General Fund appropriations were understated by approximately $300 million as a result of
enhanced federal matching funds from the ARRA. Total appropriations from all sources of
funds (state General Fund, dedicated funds, and federal funds) are $26.7 billion for FY 2012 and
$26.9 billion for FY 2013, compared to $26.9 billion for FY 2011.

The budget requires the Governor to cause annual reversions of $30 million from state General
Fund appropriations in FY 2012 and FY 2013.
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K-12 Education

Funding for elementary and secondary education comprises the largest component of Indiana’s
state budget. The General Assembly appropriated $6.26 billion for FY 2012 and $6.31 billion
for FY 2013 for K-12 tuition support from the General Fund. On a calendar year basis, K-12
tuition support was increased 0.5% for 2012 and 1.0% for 2013. The school funding formula
was simplified dramatically to better ensure that dollars more closely follow the child. Five
notable changes have been made to the school formula: (1) eliminates the de-ghoster, (2) lowers
per student “foundation” funding from $4,505 to $4,280 in CY 2012, followed by an increase to
$4,405 in CY 2013, (3) eliminates the restoration grant, (4) eliminates the small schools grant,
and (5) adds up to $150 per student for school corporations with more than 500 students.
Additionally, enrollment growth was fully funded consistent with prior budgets.

School corporations were again granted the authority to pay expenditures for utilities and
property insurance out of their capital projects funds and to increase their local capital projects
fund levy to cover those costs. Total appropriations for K-12, excluding pre-1996 teacher
pensions, are $7.6 billion in FY 2012 and $7.6 billion in FY 2013.

The budget increases funding for full day kindergarten from $58.5 million annually to $81.9
million annually. Nearly 75% of children were provided full day kindergarten when grants
totaled $58.5 million in FY 2011. With the increase of funding to $81.9 million, the State will
make available grants to the remaining 25% of kindergarten students at the same funding level.
This is in addition to the funding provided through the school formula for each kindergarten
student.

The budget creates a new fund for the Department of Education to make grants to school
corporations and charter schools for cash awards to effective and highly effective teachers. The
Excellence in Performance Awards for Teachers Fund received appropriations of $6 million in
FY 2012 and $9 million in FY 2013. These funds are directly connected to SEA 1 (2011), which
requires school corporations to develop pay-for-performance systems for teachers with student
achievement and growth in student learning included in teacher evaluations.

The budget includes General Fund appropriations totaling $5 million over the biennium for an
Innovation Fund at the Department of Education. The appropriation is to be used primarily for
the Woodrow Wilson teaching fellowship program for new math and science teachers in
underserved areas, and to support start-up costs to establish New Tech high schools in Indiana.

The budget provides approximately $5 million annually in common school fund interest to
provide assistance with start-up costs for new charter schools. The budget fully funds growth at
charter and virtual charter schools; however, virtual charter schools are funded at 87.5% of the
average statewide tuition support and are eligible to receive special education grants. Students
who are within 150% of the qualification for free/reduced price lunch may receive 50% or 90%
of their state tuition support as a scholarship to be used toward tuition at a non-public school of
their choice. A tax deduction of $1,000 is added for educational expenses of private school and
home-schooled students.
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The budget creates the Mitch Daniels Early Graduation Scholarship, a $4,000 award to be used
for higher education tuition and fees by a student who completes high school in three years.

The budget consolidates the following four programs into a single line item: Testing and
Remediation, Graduation Exam Remediation, PSAT Program, and Advanced Placement
Program. These programs were consolidated under the Testing and Remediation appropriation,
and provided with an increase of $600,000 in both FY 2012 and FY 2013 to cover additional
PSAT and Advanced Placement tests.

The budget increases General Fund appropriations for the pre-1996 teachers’ retirement fund by
3% annually, a rate sufficient to meet this obligation in future years using a conservative
investment return assumption. This projection assumes the $30 million transfer from the Hoosier
Lottery will be made annually, and there are no raids of the pension stabilization fund as was
done in the 2003 as-passed budget.

The budget increases General Fund appropriations for the Indiana Education Employment
Relations Board (IEERB) by $1 million annually for FY 2012 and FY 2013 to reflect new
responsibilities assigned to IEERB as a result of changes to teacher collective bargaining,
primarily addressed in SEA 575.

Higher Education

The budget reflects the Commission for Higher Education recommendations regarding the
distribution of operating funds using a performance-based formula. The budget increases the
percentage of an institution’s funding determined using the formula to 5%, the highest in the
history of the state. Total appropriations for higher education, excluding the State Student
Assistance Commission (SSACI), are $1.4 billion for FY 2012 and $1.4 billion for FY 2013.
SSACI received appropriation increases of 2.4% in FY 2012 and an additional 2.1% in FY 2013.
These increases are in comparison to FY 2011 appropriation levels; the actual increase in
expenditures will be even greater. The increased appropriations have enabled SSACI to hold the
caps on student assistance flat for FY 2012, even after fulfilling the rapidly growing 21st Century
Scholars entitlement.

The General Assembly increased certain line items in the budget above the CHE recommended
levels, including $3 million annually for the Indiana University Medical Education Center
Expansion, an additional $1 million annually for the Purdue University Statewide Technology
program, and an additional $1.7 million annually for the Ball State University Entrepreneurial
College.

The General Assembly did not approve any additional state-funded bonding authority for new
buildings and infrastructure at the state’s public colleges and universities. This contrasts sharply
with previous budgets, including the FY 2010 – FY 2011 biennium budget which included $288
million in state funded bonding authority and another $187 million in non-fee-replaced bonding
(for a total of $475 million). Moreover, the General Assembly did not provide debt service
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appropriations for any projects that had not been reviewed by the State Budget Committee on or
before April 15, 2011.

The budget mandates that state colleges and universities participate in the Indiana Aggregate
Prescription Purchasing Program (IAPPP) unless the State Budget Agency determines that their
participation would not result in an overall financial benefit to the institution.

Health and Human Services

The budget appropriates $3.09 billion in FY 2012 from the state General Fund for Health and
Human Services for operating expenses. For FY 2013, Health and Human Services receives
$3.26 billion in General Fund appropriations for operating expenses. The budget appropriates an
additional $21 million from all funds for capital for the biennium.

The Family and Social Services Administration (FSSA) was appropriated $2.49 billion of state
General Fund dollars in FY 2012 and $2.66 billion in FY 2013. Of the appropriation granted to
FSSA, by far the largest amount is for Medicaid Assistance. This budget fully funds the April
15, 2011 Medicaid forecast with General Fund appropriations for Medicaid Assistance totaling
$1.72 billion in FY 2012 and $1.88 billion in FY 2013. Total appropriations for Medicaid
Assistance (from all funding sources) are $6.15 billion in FY 2012 and $6.68 billion in FY 2013,
compared to $6.65 billion appropriated in FY 2011. The budget does not include any
appropriations for the implementation of the Patient Protection Affordable Care Act (PPACA);
however, it is projected that costs will begin to be incurred during this biennium, with General
Fund appropriations needed in the FY 2014 – FY 2015 biennium budget.

The budget appropriates $48.8 million annually for C.H.O.I.C.E. In-Home Services, one of very
few programs to not be reduced compared to FY 2011 appropriation levels. However, the
amount of funds that can be transferred for use in the Medicaid aged and disabled waiver has
been increased from $12.9 million annually to $15.0 million in FY 2012 and $18.0 million in FY
2013.

The budget removes statutory restrictions that prevented FSSA from reducing staffing levels at
either the Evansville State Hospital or the Evansville Psychiatric Children’s Center regardless of
the number or type of patients being treated at each facility.

FSSA receives $67.4 million of appropriations from the Tobacco Master Settlement Fund
annually for the FY 2012 – FY 2013 biennium, for health-related programs.

The FY 2012 – FY 2013 budget for the Department of Child Services once again provides the
necessary funding to maintain a sufficient number of case managers to continue to achieve
national caseload standards. The budget appropriates approximately $336 million annually from
the state General Fund for the Family and Children Fund (now depicted in four distinct line
items) for both FY 2012 and FY 2013. The Family and Children Fund, a local property tax levy
until January 1, 2009, was assumed by the state as a result of the property tax reform bill passed
during the 2008 regular session. The Department of Child Services has achieved significant
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efficiencies administering the Family and Children Fund, primarily by creating a single,
statewide system from what was previously a 92-county system.

The Indiana State Department of Health (ISDH) receives total appropriations of approximately
$358 million in FY 2012 and $356 million in FY 2013, of which General Fund appropriations
total $30 million annually. This includes $52.0 million of appropriations from the Tobacco
Master Settlement Fund annually for the FY 2012 – FY 2013 biennium. Consistent with the FY
2012 – FY 2013 biennial budget, this budget dedicates 99% of Tobacco Master Settlement Fund
appropriations to health-related programs.

The budget eliminates the Indiana Tobacco Prevention and Cessation (ITPC) Board, and
transfers its responsibilities to the ISDH on July 1, 2011. The ISDH totals in the preceding
paragraph include annual appropriations of $8.1 million from the Tobacco Master Settlement
Fund for tobacco prevention and cessation efforts.

General Government

While most executive branch agency budgets were decreased by 15% compared to FY 2011
appropriation levels, the budget holds appropriations for the legislative branch relatively flat
compared to FY 2010 and FY 2011 appropriation levels.

Excluding appropriations for the judges’ and prosecutors’ pension funds, General Fund
appropriations for the judicial branch are approximately flat compared to FY 2010 and FY 2011
appropriations levels. The Indiana General Assembly provided the Chief Justice of the Supreme
Court with the authority to provide pay raises in FY 2012 and FY 2013 for judges, but did not
provide any appropriations to cover such increases. Nor does the budget provide funding to
cover salary increases for prosecuting attorneys or deputy prosecuting attorneys, which are
linked statutorily to those of judges.

The budget includes an appropriation of $98 million for the biennium for the state’s share of the
plan losses of the Indiana Comprehensive Health Insurance Association (ICHIA). The biennial
appropriation of $98 million reflects an increase of more than 27% from the FY 2010 – FY 2011
biennial appropriation of $77 million. The association is the state’s health insurance program for
high risk individuals. The budget includes three changes to the ICHIA program:

1) Requires that premium rates must be equal to 150% of the average premium rate charged
by the five largest carriers for that class,

2) Allows the board of directors to reimburse eligible expenses at an amount equal to the
federal Medicare reimbursement rate plus 10%, and

3) Requires individuals to first apply for coverage under the Patient Protection and
Affordable Care Act (PPACA) and the Indiana check-up plan (as well as Medicaid) prior
to being enrolled in ICHIA.

The ICHIA program will likely be eliminated and replaced in the next budget as a result of the
PPACA.
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General Fund appropriations for the Personal Services/Fringe Benefits Contingency Fund were
restored to $89 million for the FY 2012 – FY 2013 biennium. The appropriations had been
reduced from $89 million to $35.6 million during the FY 2010 – FY 2011 biennium. These
appropriations are used to provide funding for expected increases in health insurance premiums
as well as salary increases made during the FY 2012 – FY 2013 biennium.

The budget makes a number of changes to the retiree medical benefits program. First, it exempts
employees of the State Police Department as well as conservation and excise officers from
receiving benefits under SEA 501, as they are already eligible for a defined benefit, retiree health
care plan. Second, it transfers any funds associated with those employees to the defined benefit,
retiree health care plans to be used only to reduce the unfunded other post-employment benefit
(OPEB) liability of those funds.

The budget allows the State Budget Agency to create an internal service fund to provide funding
to perform centralized accounting operations.

The budget appropriates $131 million in FY 2012 and $180 million in FY 2013 from the state
General Fund to cover the obligations of the Public Safety Pension Fund, a property tax levy
assumed by the state as part of HEA 1001 (2008). General Fund appropriations are projected to
peak at approximately $195 million in FY 2019, at which point they will begin to decline until
the time when a General Fund appropriation is no longer needed (currently projected to be FY
2045).

With respect to horse racing, the budget mostly maintains the significant increases received by
the breed development funds and purse subsidies as part of the 2008 racino legislation. There
were two relatively minor changes to the distribution of these funds: (1) $3 million is to be
transferred to the Tobacco Master Settlement Fund annually to support tobacco prevention and
cessation efforts, and (2) $1M is to be used to support harness racing at the state and county fairs.

Public Safety

Over $1.337 billion was appropriated from the General Fund this biennium for the operation of
the Indiana correctional system, a reduction of more than $35 million compared to the FY 2010 –
FY 2011 biennium budget. In fact, the FY 2013 Department of Correction General Fund
appropriation of $672.4 million is less than the FY 2010 General Fund appropriation of $679.0
million. This appropriation will provide for the incarceration of more than 30,000 adult and
juvenile offenders in state correctional facilities, as well as funds for community corrections,
parole officers, and county maintenance funds.

The budget also appropriates approximately $342 million from all funds for the operations of the
Indiana State Police for the FY 2012 – FY 2013 biennium, including funds to maintain the
number of troopers at current levels. Total appropriations for the FY 2010 – FY 2011 biennium
were $339 million.
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The budget incorporates legislation passed during the 2011 regular session which moved the
Department of Toxicology from the Indiana University School of Medicine to a freestanding
agency within the executive branch.

Conservation and Environment

This budget appropriates $566 million in general, dedicated and federal funds for conservation
and environment programs for the FY 2012 – FY 2013 biennium. Total operating appropriations
for the FY 2010 – FY 2011 biennium were $596 million. An additional $40 million was
appropriated from all funds for capital for the FY 2012 – FY 2013 biennium.

Transportation

This budget appropriates more than $4.5 billion in state, dedicated, and federal funds for
transportation, including distributions to local units of government. This includes $580 million
in appropriations from the Major Moves Construction Fund to fund highway construction and
renovation projects This also includes a $42.6 million annual appropriation from the General
Fund for public mass transportation.

Economic Development

The budget appropriates $51.2 million in FY 2012 and $61.2 million in FY 2013 from the
General Fund for Economic Development.

The budget incorporates legislation passed during the 2011 regular session which moved the
Adult Education appropriation from the Department of Education to the Department of
Workforce Development.

The appropriation for the 21st Century Research and Technology Fund is $30 million for the
biennium, a reduction of more than $5 million from the FY 2010 – FY 2011 budget.

Capital and Construction

The capital budget for the FY 2012 – FY 2013 biennium represents a continued commitment to
the preservation of the state’s existing infrastructure, with a high priority on preventive
maintenance and repair and rehabilitation rather than new construction. The capital budget
increases funding for preventive maintenance of state facilities from $42.1 million in the FY
2010 – FY 2011 biennium to $44.0 million in the FY 2012 – FY 2013 biennium. The capital
budget also includes $91 million for repair and rehabilitation projects at state facilities, and $498
million for lease rental payments.
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The Department of Correction capital budget includes funds for repairing the hot water
generating station and replacing the steam lines at the Indiana State Prison, repairing the facility
perimeter wall at the Pendleton Correctional Facility, and refurbishing the water system and
replacing the roof on the maximum control complex at the Westville Correctional Facility.

In addition to maintaining preventive maintenance funding levels, the capital budget for the
Department of Natural Resources (DNR) includes funds for a variety of repair and rehabilitation
projects at state parks and other DNR properties. The Indiana General Assembly appropriated
$1 million for the construction of a pool at Prophetstown State Park and another $1 million (from
the Build Indiana Fund) for capital projects involving the Kankakee River Basin Commission.
The $1 million appropriation for the pool at Prophetstown State Park is to be repaid in FY 2016
and FY 2017 by redirecting 30% of the local innkeeper’s tax, which currently goes to the DNR,
to the General Fund.

For the first time, the budget includes appropriations for both the stadium and convention center
lease payments. These appropriations, $112.1 million in FY 2012 and $111.0 million in FY
2013, are required, but are not anticipated to be spent as locally derived revenues are projected to
cover the lease payments.

The Indiana General Assembly did not provide any specific appropriations for repair and
rehabilitation projects at the state’s colleges and universities. Instead, these institutions have
been challenged to fund these projects from their operating budgets or from other revenue
sources.

Outside Acts

The Indiana General Assembly enacted several pieces of legislation during the 2011 regular
session that impact General Fund revenues and expenditures. The most notable measures
include: (1) the extension and maximization of the nursing facility quality assessment fee, (2) the
redirection of certain cigarette tax revenues for FY 2012 and FY 2013 to reimburse the General
Fund for expenses related to the retiree medical benefits plan, (3) a change in the distribution of
sales tax revenues related to the public mass transportation fund, (4) the use of common school
fund interest for start-up costs for new charter schools, (5) the creation of a new tax deduction for
individual taxpayers who make unreimbursed expenditures for enrollment of a dependent child
in a private school or to home school a dependent child, (6) the reduction of the Corporate
Adjusted Gross Income Tax rate from 8.5% to 6.5% over four years, (7) the application of the
Adjusted Gross Income Tax and the Financial Institutions Tax (for investment companies) to
interest on state and local bonds that are issued by a state other than Indiana, (8) the expansion
and extension of the sunset of the Venture Capital Investment (VCI) tax credit, and (9) the
reduction from 100% to 99% of adjusted gross receipts to which the graduated slot machine
wagering tax applies.

The Indiana General Assembly also enacted several pieces of legislation during the 2011 regular
session that do not directly impact General Fund revenues and expenditures this biennium, but
may have an impact in future biennia. The most notable measures include: (1) state civil service
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reform, including the prohibition of collective bargaining for state employees, (2) merger of the
Public Employees’ Retirement Fund and the Teachers’ Retirement Fund, (3) creation of a
defined contribution retirement option for new state employees, (4) reform of student financial
aid, specifically the 21st Century Scholars program, (5) enhanced authority to engage in public-
private partnerships for public infrastructure projects, (6) incentives for K-12 school corporations
to purchase health insurance more efficiently, (7) limiting of collective bargaining for teachers to
salaries and wage-related benefits, (8) creating more education options with respect to charter
schools, virtual charter schools, and vouchers, and (9) addressing the structural imbalance in the
Unemployment Insurance Trust Fund.

Additional details on the impact of legislation passed by the Indiana General Assembly during
the 2011 regular session can be found in Section E.

Revenues

The economic and revenue forecasts upon which the FY 2012 – FY 2013 budget is based were
presented to the State Budget Committee on April 15, 2011. Real Gross Domestic Product is
forecasted to increase by 2.79% in FY 2011, by 3.11% in FY 2012, and by another 2.68% in FY
2013. Nominal Indiana personal income is forecasted to increase by 4.57% in FY 2011, by
3.86% in FY 2012, and by another 3.94% in FY 2013.

General Fund revenues decreased by $719.5 million or 5.6% in FY 2010. General Fund
revenues are forecasted to increase by $883.4 million or 7.2% in FY 2011, by $671.3 million or
5.1% in FY 2012, and by $508.0 million or 3.7% in FY 2013.

In addition to the revenue forecast, other revenues are deposited in the General Fund annually,
including Disproportionate Share Hospital (DSH) and the Quality Assessment Fee (QAF).
General Fund DSH revenues are estimated to total $58 million annually. General Fund QAF
revenues are projected to total $36.6 million in FY 2012 and $46.2 million in FY 2013 as a result
of the extension and maximization of the QAF.

The budget also changed the manner in which public mass transportation is funded. Prior to FY
2012, public mass transportation received 0.67% of the state sales and use tax. Beginning in FY
2012, this revenue will be deposited in the General Fund, and then public mass transportation
will receive a General Fund appropriation. The impact of this change is an increase in state
General Fund revenues with a corresponding increase in state General Fund appropriations.

Finally, for the FY 2012 – FY 2013 biennium, the share of the cigarette tax dedicated to the state
retiree medical benefits program, authorized by SEA 501 (2007), will be directed to the state
General Fund. Between FY 2008 and FY 2011, the state General Fund augmented the retiree
medical benefits program by more than $55 million. Based upon the April revenue forecast, this
change will result in a reimbursement to the General Fund of $53.9 million. It is important to
note that this change will not result in the creation of an Other Post Employment Benefits
(OPEB) liability. Rather, it will correct an over-funding of the retiree medical benefits program
while maintaining the actuarial funding of the program. The deposit of these revenues into the




